3 MIDVALLEY IMPROVEMENT DISTRICT -

FINANCIAL STATEMENTS

- For The Year Ended December 31, 2005

| ‘Together With Independent Auditor’s Report |



MIDVALLEY IMPROVEMENT DISTRICT

TABLE OF CONTENTS
Independént Auditor’s Reporf ..... ................................................. O R 1
Managg'ment Discussion and Analysis ....... .......... 2
Financ{al Statements:

Statement of Net ASSEts.............vuverrrreeees eeeree e ioeat et hb et ha et e e st et eare e s saonanane e en S oo 7

Statement ofRevénueé, Expenses and Changes in Net Assets8

Stgtement of Cash Flows .........cccecevirienan. At 9
Notes to Financial SEALETMEIIES. .......ooeceecvis e s s eeerteerenas eeeres 11
Report oﬂ Compliance and oﬁ Internal Control Over Financial |

Reporting Based on an Audit of the Financial Statements ‘

Performed in Accordance With Government Auditing Standards ................c.ccvcvvviiiinvnieiiineniensecnnens 19
Independent Auditor’s Report on State of Utah Legal Compliance T 21
Schedule of Findings a.rlld Repommendations...................................................; ........................ ........ 22
Midvailey Improv-e'ment Districf’s Response to _ _

Findings and Questioned COStS .......uvviveemiiriiiiierasssisssinssesen st i ens s s 23




Jensen & Keddington, P.C.

Certified Public Accountants

‘ Jeffrey B. Jensen, CPA
INDEPENDENT AUDITOR’S REPORT . Gary K. Keddington, CPA
Brent E. Christensen, CPA’
Jeffrey B. Hill, CPA

| Béard, of Trustees

" Midvalley Improvement District
Midvale, Utah

We have audited the accompanying financial statements of Midvalley Improvement District (the District), as of
December 31, 2005, as listed in the table of contents. These financial statements are the responsibility of the
District’s management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our

- opinions. : : :

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Midvalley Improvement District, as of December 31, 2005, and the respective changes in financial position and
cash flows for the year then ended in conformity with accounting principles generally accepted in the United States
of America.

In accordance with Government Auditing Standards, we have also issued a report dated May 24, 2006 on our
consideration of the District’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this report in considering
the results of our audit. '

The management’s discussion and analysis on pages 2-6, is not a required part of the basic financial statements but
is supplementary information required by accounting principles generally accepted in the United States of America.
We have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on it.

U_er(d-&?&‘ P

May 24, 2006

Telephone (801) 262-4554 1 ‘ 5292 So. College Dr., Suite 101
Fax (801) 265-9405 ' - Salt Lake City, Utah 8{H 23 .



MIDVALLEY IMPROVEMENT DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS

As rnanagetnent of Midvalley Improvement District (the District), we present to the readers of our financial
statements this discussion and analysis of the District’s financial performance for the year ended December 31,

. 2005. This report should be read in conjunction with the District’s financial statements and accompanying notes to
. enhance the reader s understanding of the District’s financial activities.

L Fi‘nancial Highlights -

e  The assets of the District exceeded its liabilities as of the close of the most recent year by $14,696,322. Of
this amount $9,375,142 (unrestricted net assets) may be used to meet the DlStTlCt § ongomg obligations to
_ the citizens.
¢ Capital contributions made in the form of sewer lines from developers increased $86, 171
Net assets have decreased by $61, 687

Overview of Financial Report

This discussion and analysis are intended to serve as an introduction to the District’s basic financial statements. The
District’s basic financial statements are comprised of two components 1) financial statements, and 2) notes to the

: ﬁnanc1al statements.

The District’s financial statements are prepared on the accrual basis of aceeunting in accordance with generally
accepted accounting principles in the United States, promulgated by the Governmental Accounting Standards Board.

' "The District reports as a single enterprise fund. Enterprise funds are used to account for operations that are financed
" and operated in a manner similar to private businesses, where the intent is that all costs of providing certain goods

and services to the general public be financed or recovered primarily through user charges. The accrual method of
accountmg is used for this fund. Under this method, revenues are recorded when earned and expenses are recorded

~ at the time liabilities are incurred. These statements provide both long-term and short-term information about the

District’s overall financial status. The ﬁnanc1al statements are comprised of three statements and related notes to the

T ﬁnanclal statements

- The statement of net assets presents information on all of the assets and liabilities of the District, with the difference
. between the two reported as met assets. Over time, increases or decreases in net assets may serve as a useful

indicator of whether the financial position of the District is 1mprov1ng or deteriorating.

The statement of revenues, expenses and changes in net assets presents information showing how the District’s net
assets changed during the fiscal year reported. All changes in net assets are reported as soon as the underlying event
giving rise to the: change occurs, regardless of the timing of related cash flows. Thus, all of the current year’s
revenues and expenses are taken into account regardless of when the cash is received or paid.

The statement of cash flows presents information on the cash receipts, cash payments, and change in cash resulting
from operations, investing, and financing activities. This statement answers questions such as where did the cash
come from, what was the cash used for, and what was the change in the cash balance during the reporting period.

The notes to financial statements provide additional information that is essential for a full understanding of the data
provided in the financial statements. The notes are part of the basic financial statements. ‘



MIDVALLEY IMPROVEMENT DISTRICT

MANAGEMENT DISCUSSION AND ANALYSIS (Contmued)

.F‘in‘an'ci'al‘ Statement Analysis

"To begin our analysis, a summary of the District’s balaiice sheet is presented in the schedule below.

Net Assets
, 2005 2004
n Assets
~ Current and OtherAssets ' $ 9885721 § 9,832,107
T CapltalAssets 5,321,180 5,383,554
Total Assets $ 15,206,901 $ 15,215,661
Liabilities: o .
o Current Liabilities $ 328,766 $ 288,079
- Other Liabilities 181,813 169,573
I Total Liabilities 510,579 457,652
Net Assets:
_ Invested in Capital Assets, h
Net of Related Debt 5,321,180 5,383,554
+-Unrestricted - 9,375,142 9,374,455
. Total Net Assets - 14,696,322 14,758,009
N Total Liabilities and Net Assets ' $ 15,206,901 $ 15215,661

The balance sheet includes all of the District’s assets, liabilities, and net assets, which are categorized as either
invested in capital assets, net of related debt; or unrestricted. As noted earlier, net assets may serve over time as a
useful indicator of a government’s financial position. In the case of the District’s, assets exceeded liabilities by
$14, 696 322 as of and for the year ended December 31, 2005.

The largest portion of the District’s net assets (63.5%) reflects the unrestricted portion of net assets, which ‘may be
used to-meet the District’s obhgatlons to customers, employees, and to honor next year’s budget.

The remaining portion of the District’s net assets .(36.5%) reflects its investment in capital assets (e.g. land, -

‘ buildmgs and sanitary sewer pipe), less any related debt used to acquire those assets that is still outstanding.

Resources needed to repay capital-related debt must be provided from other sources. At the close of the current year

: there was no outstandmg debt relatmg to the acquisition of capital assets. .



' MIDVALLEY IMPROVEMENT DISTRICT
- MANAGEMENT DISCUSSION AND ANALYSIS (Continued)

. Revenues

Sewer service fees

* . Other opererating income

‘Intetest income
Gain on sale of asset

Tptal Revénues :

Expenses
Disposal plant operations
Salaries and benefits
Depreciation Expernise
Administrative costs
Non-operating Expense

Total Expenses

_ "Loss Before Capital Contributions

Capital Comribiltions_

.Change in Net Assets ‘
Net Assets - Beginning of Year
""" Net Assets - End of Year

Overview of District Revenue

- Changes in Net Assets '

2005 2004
$ 1,269,208 $ 1,256,481
45,765 . 34,456
210,811 114,685
3,671 .
1,529 455 1,405,622
440,931 551,119
657,651 646,785
205,485 201,252
191,956 148,355
181,296 235,102
1,677,319 1,782,613 .
(147,864) (376,991)
86,177 159,258
(61,687) (217,733)
14,758,009 14,975,742

$ 14,696,322

$ 14,758,009

The District has three primary sources of revenue: sewer service fees, other operating income and interest income.
Sewer service fees are charges billed to customers for sewer service and represent 83% of operating revenue for the -
current year. Other operating income represents 3% of revenue for the year and primarily consists of inspection fees
which are directly related to growth within the District. Interest income and gain  on sale of asset represent the
Districts portion of non-operating revenues for the current period and represent 14% of Total Revenues.

Overview of District Expenditures

The District has four major costs of operation: disposal plant operations (26.3%), salaries and benefits (39.2%),
depreciation (12.3%), and administrative costs (11.4%). The depreciation represents the estimated cost or portion of
the existing system used for operations. Non-operating expense represents the District’s portion of the current year
loss on their equity investment in the South Valley Water Reclamation Facility and accounts for 10.8% of expense

for the current period




o ' MIDVALLEY IMPROVEMENT DISTRICT
' MANAGEMENT DISCUSSION AND ANALYSIS (Continued)

‘ .Capitaijohtributioﬂs.'_ ‘

- Capital Contributions are made in the form of main sewer lines which are dedicated to the District by developers.

The District requires the developer to design and install, at the developer’s expense, sanitary sewer lines for each

- new subdivision. The design and installation of the lines are reviewed and approved by the District’s Engineer. The
+ lines are subject to the District’s specifications and are inspected by the District’s Engineer during construction. The

District requires testing and approval before the lines are accepted into the system
Overview of Capital Expenditures

The primary area associated with capital expenditures within the District is with the expansion and upgrade of the
South Valley Water Reclamation Facility.

Investment South Valley Water Reclamation Facility

The South Valley Water Reclamation Facility (Facility) was organized on June 23, 1978, pursuant to the interlocal

‘Agreement of the State of Utah by two cities and three other governmental entities. The purpose of the Facility was

to construct and operate regional sewage treatment facilities for the benefit of the five members. In August 2003,
the Facility became a legal entity as a special district under State Law, rather than a joint administrative entity. The
Facility is located at 7495 South 1300 West, West Jordan, Utah. The Facility is administered by a board of trustees
with representatives from the five entities. Each member entity appoints one member to the board, and voting
power is not related to the percentage of ownership. Therefore, each member is equal to another for voting

- privileges. The board is responsible for adopting a budget and provides the financing for Facility operations.

- The following is a recap of the related ownership interests and the equivalent capacity of ownership in the treatment

plant as of 2005. -
Percent - MGD
South Valley Sewer District 34.72% 13.20
West Jordan City Corporation 28.22% - 10.72
_ Sandy Suburban Improvement District 20.17% 7.66
. Midvalley Improvement District ‘ . 10.11% 3.84
Midvale City Corporation ' 6.78% 2.58

100.00% 38.0

South Valiey Water Reclamation Facility — Phase 4 Expansion Project

.. The current phase of the Reclamation Facility plant expansion will increase its capacity to 50 MGD (million gallons
. per day) at an estimated cost of $21.3 million. The Reclamation Facility expansion commenced construction in
2000 and is scheduled for completion by 2009. The District is not purchasing any of the expansion capacity.

Concurrent with the expansion, there are upgrades planned for the treatment facility which are estimated to cost
approximately $43.3 million (the “Reclamation Facility Project”), of which the Districts share is estimated at $2.6
million. It is anticipated that the District will finance its portion through cash reserves.

" Other Comments

In March 2005, the District adopted a resolution changing the name of the district from Salt Lake City Suburban
Sanitary District No. 2 to the Midvalley Improvement District. '




" MIDVALLEY IMPROVEMENT DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS (Continued)

' Reqilésts For 'information

" "This ﬁnanc1al repon is designed to provide a general overview of Midvalley Improvement District’s finances for all

/those with an interest in the government’s finances. Questions concerning any of the information provided in this

- report or requests for additional information should be addressed to the Midvalley Improvement District, General
: Manager 160 East 7800 South Midvale, Utah 84047.
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~ 'MIDVALLEY IMPROVEMENT DISTRICT

STATEMENT OF NET ASSETS
December 31, 2005
. Assets
Currént Assets _ .
Cash and cash equivalents , $ 6,385,302
Accounts receivable 68,364
Prepaids ‘ , : 44,276
Other current assets : ' 943
“Total Current Assets 6,498,885
Capital Assets .
Land : 198,764
Other Capital Assets, net 5,122,416
Total Capital Assets - , 5,321,180
Other Assets
Restricted cash - developer deposits 38,961
Investment in South Valley Water _
Reclamation Facility (SVWRF) 3,347,875
Total Other Asset ‘ - 3386836
Total Assets $  15206,901
Liabilities and Net Assets
" Current Liabilities . . :
Accounts payable ' $ 55,061
Amount due to SVWRF ' 112,760
Accrued compensated absences o 49,599
Refundable deposits - payable from restricted cash ‘ 39,623
Deferred revenue . ‘ 71,723
Total Current Liabilities 328,766
Long-Term Liability
Accrued compensated absences ) 181,813
Total Long-Term Liability | 181,813
- Total Liabilities - 510,579
' Net Assets '
. Invested in capital assets, net of related debt . 5,321,180
Unrestricted , : 9,375,142
Total Net Assets 14,696,322
~ Total Liabilities and Net Assets $ 15206901

The accompanying notes are an integral part of these financial statements.




MIDVALLEY IMPROVEMENT DISTRICT _
STATEMENT OF REVENUES, 'EXPENSES AND CHANGES INNET ASSETS
' For the Year Ended December 31, 2005

Operating Revenues |

© Sewer service fees S 3 1,269,208
~ Other operating income : 45,765
“Total Operating Revenues | . 1,314,973
Operating Expenses : -
Disposal plant operations : ‘ 440,931
Salaries and wages ‘ 457,739
Payroll taxes ' : 35,080
Employee benefits . 164,832
Depreciation ' , 205,485
Engineering fees - - 14997
Office supplies and expense .. 61,607
Insurance - 48,592
.Legal and accounting ' 16,439
Maintenance of sewer lines T 647
Auto and truck expense \ 22,697 :
Repairs and maintenance : ' 6,859 -
Miscellaneous ' ' 19,948
Bank agent service fees . o170
Total Operating Expenses 1,496,023
_ Loss From Operations _ ‘ (181;050)
Nonoperating Revenue (Expenses)
Interest income 210,811
Loss from equity investment in joint venture (181,296)
Gain on sale of asset ‘ 3,671
Total Non-Operating Gain o 33,186
Net Income (Loss) Before Contributed Capital (147,864)
Contributed Capital - Lines 86,177
Change In Net Assets - : (61,687)
Total Net Assets, Beginning of Year - 14,758,009
Total Net Assets, End of Year $ 14,696,322 -

The accompanying notes are an integral part of these financial statements.

g



MIDVALLEY IMPROVEMENT DISTRICT
. STATEMENT OF CASH FLOWS
“ For the Year Ended December 31, 2005

Cash Flows from Operating Activities
Cash received from customers and users
Payments to suppliers’

Payments to employees

N'et Caﬁh From Operating Activities

Cash Flows From Investing Activities
Interest income '
Contributions to SVWRF

Net Cash From Investing Activities

Cash Flows From Capital and Related Financing Activities
Purchase of property and equipment
Proceeds from sale of property and equipment
Cash bonds from developers
Restricted cash - net (increase) decrease

Net Cash From Capital and Related Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

Reconciliation of Operating Income to Net Cash from Operating Activities
(Loss) from operations

Adjustments to reconcile loss from operations to net cash
from operating activities

Depreciation expense

(Increase) decrease in current assets
Accounts receivable
Prepaid Expenses

Increase (decrease) in éurrent liabilities
Accounts payable
Accrued liabilities

Net Cash From Operating Activities

The accompanying notes are an integral part of these financial statements.

9

1,309,208
(666,616)
(645,350)

(2,758)

210,811
(114,782)

96,029

(60,762)

7,500
30,079
(13,699) -

(36,882)

56,389

6,328,913

6,385,302 -

&

(181,050)

205,485

(5,765)
(44,276)

10,547
12,301

&

@,758)




"' MIDVALLEY IMPROVEMENT DISTRICT
' STATEMENT OF CASH FLOWS (Continued)
" December 31,2005 o

' Supplelﬁéntal i_nformation' ,

Noncésh Investing, Capital, and Financing Activities _
During 2005, the District rece_ived as contributed sewer line capital of $86,177.

" The District recognized a net loss of equity in the SVWRF of $181,296.

The accompanying notes are an integral part of these financial statements.
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MIDVALLEY IMPROVEMENT DISTRICT
NOTES TO FINANCIAL STATEMENTS

" NOTE1 REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

Midvalley Improvement District (the District), is a special taxing district operating in a certain
geographical area of Salt Lake County, Utah. The District was organized in 1954 for the purpose of
constructing and' maintaining the area’s sewer system. On March 9, 2005, the District adopted a
resolution changing the name of the district from Salt Lake City Suburban Samtary District No. 2 to the
Midvalley Improvement District.

The District is a separate legal entity with three members on the Board of Trustees. The District is not
included in any other governmental “reporting agency” as defined by The Governmental Accounting
Standards Board (GASB), GASB Statement 14 pronouncement, since the Board of Trustees is elected
by the public and has decision making authority, the authority to levy taxes, the power to designate
management, the ability to significantly influence operations and primary accountability for fiscal
matters. In addition, there are no component units as defined by GASB Statement 14 which are
included in the District’s reporting entity. '

" Summary of Significant Accounting Policies:

The accounting policies of the District conform to accounting principles generally accepted in the
United States of America as applicable to government entities. The District has elected, under GASB
Statement 20, to follow the pronouncements issued by the Financial Accountmg Standards Board, unless

‘ those pronouncements conflict with or contradict GASB pronouncements.

Effectlve January 1, 2004, the District adopted GASB Statement No. 34, “Basic Financial Statements -
and Management's Discussion and Analysis - For State and Local Governments”, Statement No. 37, -
“Basic Financial Statements - and Management's Discussion and Analysis - For State and Local-
Governments: Omnibus”, and Statement No. 38, “Certain Financial Statement Note Disclosures.” The
primary impact of adopting the Statements included changing the presentation of fund equity to net
assets, changing the presentation of the cash flow statement from the indirect methed to the direct
method, and the presentation of “Management's Discussion and Analysis.” The District has also adopted
GASB' Statement No. 33, “Accounting and Financial Reporting for Non-Exchange Transactions.”
Implementation of the Statement resulted in a change in presentation of capital contributions on the
statement of activities. The following is a summary of the more significant policies.

Financial Statement Presentation and Basis of Accounting

The District prepares its financial statements on an enterprise fund basis. Enterprise funds are used to
account for operations that are financed and operated in a manner similar to private businesses,
where the intent is that all costs of providing certain goods and services to the general public be
financed or recovered primarily through user charges, or where it has been deemed that periodic
determination of net income is appropriate for capital maintenance, public policy, management
control, accountability, or other purposes. Accordingly, the District's financial statements are
presented on the accrual basis of accounting. Revenues from operations, investments, and other
sources are recorded when earned and expenses are recorded when liabilities are incurred.

Cash and Cash Equivalents

For the purposes. of these financial statements, cash and cash equivalents are defined as cash on
hand, demand deposits, and funds invested in the State Treasurer’s Investment Pool which are
available for immediate withdrawal.

11
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 MIDVALLEY IMPROVEMENT DISTRICT
NOTES TO FINANCIAL STATEMENTS (Continued)

_REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING‘ POLICIES

_ (Continued) '

. Sumrhary of Significant Accounting Policies (Continued):

Allowance for Doubtful Accounts

. The District has not set up an allowance for doubtful accounts for receivable of sewer service fees.

Unpaid fees are certified to the County and attached as liens on the related real estate.

Property, Equipment and Sewer Systems

The District records property and equipment additions at cost when purchased or constructed.
Normal maintenance and repairs, which neither materially add to the value of the property nor -
appreciably prolong its life, are charged to expense as incurred. Sewer lines constructed by
developers and conveyed to the District are recorded at estimated fair market value provided by
construction engineers. The lines are recorded as contributed capital when completed and accepted
by the District.

Depreciation is computed using the straight-line method over estimated useful lives of the assets as’
follows: .

. ) Estimated

. Types of Property and Equipment Useful Lives
Buildings © 10-40 years
Sewer systems - ' 50 years
Equipment and vehicles : 7-10 years

Investment in Joint Venture
The District accounts for its investment in the South Valley Water Reclamation Facility (SVWRF)
using the equity method of accounting,

Vacation and Other Compensated Absences ’ :
District employees are entitled to certain compensated absences based on their length o

employment. Vacation hours accrued during the preceding calendar year may be carried forward
one calendar year.

Post-Retirement Benefits

The District offers post-retirement health insurance benefits to employees based on their length of
employment. Expenditures for post-retirement health care benefits are recognized on a monthly
basis as the premiums are paid. For the year ended December 31, 2005, no costs associated with

_post-retirement benefits were incurred.

Deferred Revenue
Deferred revenue represents sewer fees billed to customers in advance, for which payment has been

received but not earned.

Budgets :
The budget is adopted by resolution of the Board of Trustees and filed with the State Auditor

annually. All annual appropriations are maintained on an accrual basis and lapse at fiscal year end. l.

12




. 'MIDVALLEY IMPROVEMENT DISTRICT
' NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE l REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Continued)

‘ 'Summary of Signiﬁcant Accounting Policies (Continued):

Management Estimates and Assumptions

The preparation of financial statements in conformity with accounting principles generally accepted
_ in the United States of America requires management to make estimates and assumptions that affect
~ the reported amounts of assets and liabilities at December 31, 2005 and the revenues and expenses

during the reporting the year then ended. -Actual results could differ from those estimates made in

the preparation of the financial statements.

CASH AND CASH EQUIVALENTS

The District’s deposit and investment policy is to follow the Utah Money Management: Act.-However,
the District does not have a separate deposit or investment policy that addresses specific types of deposit
and investment risks to which the District is exposed.

The District follows the requirements of the Utah Money Management Act (Utah Code Annotated 1953,
Section 51, Chapter 7) in handling its depository and investment transactions. This law requires the
depositing of District funds in a "qualified depository". The Act defines a "qualified depository” as any
financial institution whose depos1ts are insured by an agency of the Federal government and which has
been certified by the state commissioner of financial institutions as meeting the requxrements of the Act
and adhermg to the rules of the Utah Money Management Council. '

The Money Management Act also governs the scope of securities allowed as appropriate mvestments for
the District and conditions for making investment transactions. Investment transactions are to be
conducted through qualified deposxtorles or primary reporting dealers.

As of December 31, 2005, the District had the following deposits and investments:

Carrying ,  Credit -
Amount Fair Value Maturity Rating (1)
Cash on deposit $ 78055 § 82441 ~ N/A ' N/A
Utah Public Treasurer's ‘ ‘ o
Investment Fund 6,346,208 6,343,441 N/A N/A

Total cash and investments $ 6,424,263 $ 6,425,882

(1) Ratings are provided where applicable to indicated associated Credit Risk.
N/A indicates not applicable

The District’s cash and cash equivalents and investments are exposed to certain risks as outlined below:

Interest rate risk is the risk that changes in the interest rates will adversely affect the fair value of .
an investment. The District manages its exposure by investing only in the Utah Public Treasurers

Investment Fund.
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its

obligations. The District only invests in the Utah Public Treasurer’s Investment Fund. As of
December 31, 2005, the Utah Public Treasurer’s Investment Fund was unrated.

13



MIDVALLEY IMPROVEMENT DISTRICT
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE2 CASH AND CASH EQUIVALENTS (Continued)

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s
investment in a single issuer. The District’s investment in the Utah Public Treasurer’s Investment
Fund has no concentration of credit risk.

Custodial credit risk — deposits is the risk that in the event of a bank failure, the District’s deposits
may not be returned to it. The District has funds deposited in a bank which are covered up to
'$100,000 by federal depository insurance. As of December 31, 2005 the District’s bank balance
of $82,441 was not exposed to custodial risk because it was within the limits of coverage by the
federal depository insurance.

Custodial credit risk — investments is the risk that in the event of the failure of a counterparty, the
District will not be able to recover the value of its investments that are in the possession of an
outside party. The District’s investment in the Utah Public Treasurer’s Investment Fund has no
custodial credit risk.

The following is a summary of the District’s cash and investments as of December 31, 2005:

Carrying

' : . Amount
Utah Public Treasurer's Investment Fund ’ : $ 6,346,208
Cash on deposit . - : 78,055

Total Cash and Investments $ 6,424,263
As reported on the Statement of Net Assets:
Cash and cash equivalents - § 6,385,302
Restricted cash: '
Cash bonds 38,961 .

$ 6,424,263

14



- ' MIDVALLEY IMPROVEMENT DISTRICT
© -+~ NOTES TO FINANCIAL STATEMENTS (Continued) '
NOTE3 CAPITAL ASSETS

At December 31, 2005, property, eqﬁipment, sewer systems and the related accumulated depreciation
~ are summarized as follows:

-2004 Additions Deletions 2005

Capital Assets not being
depreciated . : :
Land $ 198,764 $ - § - 3 198,764
Total Capital Assets not
Being Depreciated $ 198,764 $ - $ - $ 198,764
Other Capital Assets
Buildings and improvements b 1,011,003 § 40,044 § - 8 1,051,047
Sewer systems . 7,123,536 86,177 . - 7,209,713
Equipment and vehicles ' 866,187 20,719 (20,100) 866,806
Total Other Capital Assets 9,000,726 146,940 (20,100) 9,127,566
Less: Accumulated Depreciation ' '
Buildings and improvements ’ (351,141) (26,861) - - (378,002)
Sewer systems (2,765,970) (142,960) - (2,908,930)
Equipment and vehicles (698,825) (35,664) 16,271 (718,218)
Total Accumulated Depreciation (3,815,936) (205,485) 16,271 (4,005,150)
Other Capital Assets, net - § 5,184,790 § (58,545) $ (3,829) § 5,122;416

Depfeciation expense of $205,485 was charged to operating expense for the year ended December 31,
2005. - - "

NOTE'4 ACCOUNTS RECEIVABLE AND DEFERRED REVENUE

Accounts Receivable

At December 31, 2005, the District has recorded $55,072 of accounts receivable from customers for
sewer service fees. Accounts receivable for sewer fees do not have an allowance for doubtful accounts
since the District annually places liens on outstanding accounts with the County Treasurer on August 31.

Consequently, the District has full recourse on materially all their accounts receivable. As of December
31, 2005 the District had $13,292 of liens included in the receivable balances.

Deferred Revenue

During the fiscal year 2005, the District pre-billed customers for sewer charges. The District has
recorded $71,723 of deferred revenue at December 31, 2005, which represents the unearned portion of
the sewer fees billed and collected. .

15



MIDVALLEY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS (Continued)

* NOTES ' INVESTMENT IN SOUTH VALLEY WATER RECLAMATION FACILITY

During 1978, the District entered into a joint venture with two other special districts and two other cities
to form the South Valley Water Reclamation Facility (SVWRF). The joint venture was organized to
construct and operate a regional sewage treatment facility for the benefit of the five members.

The five members and their related ownership interests are listed below and are based on the members’
ownership of SVWRF’s current MGD capacity, and not the ownership of future capacity that is

currently under construction.

" South Valley Sewer District
West Jordan City Corporation
Sandy Suburban Improvement District
Midvalley Improvement District
Midvale City Corporation '

Percent - MGD
34.72% 1320
28.22% 10.72
20.17% 7.66
10.11% 3.84

6.78% 2.58
38.0

100.00%

The joint venture is' administered by a board of trustees. Each member appoints one member to the
~ board, and voting power is not related to ownership. Therefore, each member is equal to another for
voting privileges. The joint venture is responsible for adopting a budget and financing its operations,
subject to the approval by each of the five members. Each member is billed its share of operating costs
based on the member’s metered usage. The District’s paid operating costs. of $440,931, and capital
contributions of $114,782 to the joint venture for the year ended December 31, 2005. As of December’

31, 2005, the District had payables of $112,759 to the joint venture.

The following are condensed summaries of the joint venture’s audited balance sheets at December 341,
2005 and statements of operations for the years then ended. The amounts at December 31, 2005 were
provided from separate audited financial statements, which are available at the office of South Valley
Water Reclamation Facility, 7495 South 1300 West, West Jordan, Utah 84084.

Assets

Current assets
Property, plant and equipment, net

Total Assets

Liabilities and Fund Equity

Current liabilities
Long-term liabilities
Net assets

Total Liabilities and Fund Equity
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2005 2004
23,129,680 4,192,205
47,696,381 . 47,056,803
70,826,061 51,249,008

1,587,795 994,809
20,098,900 -
49,139,366 50,254,199
70,826,061 51,249,008




~ MIDVALLEY IMPROVEMENT DISTRICT
'NOTES TO FINANCIAL STATEMENTS (Continued)

- NOTES INVESTMENT IN SOUTH VALLEY WATER RECLAMATION FACILITY (Coﬁt'inued)

2005 2004
Operating revenues $ 7477888 7,142,922
Operating expenses (7,221,583) (7,176,564)
 Operating income 256,305 (33,642)
Depreciation (3,018,257) (3,183,171)
Other income/expense 44,421 33,642
Net loss from operations $ §2,7l7,53|1) - $ (3,183,17D)

The amount of the investment in SVWRF is carried at an amount that is less than the District’s
ownership percentage of the underlying equity in net assets as shown in SVWREF’s December 31, 2005
audit report. The difference is due to SVWRF basing the members’ ownership on current MGD, and not
the ownership of future capacity that is currently under construction. SVWREF is currently constructing
additional capacity, called Phase IV, by adding an additional 12 MGD, for a total of 50 MGD, of which
the District is not purchasing any of the additional capacity. When SVWRF has completed Phase IV,
the District will have an ownership interest in SVWREF of 7.68%

NOTE 6 - RETIREMENT PLAN

Plan Description

The District participates in the Utah State Retirement Systems which are multiple employer, cost sharing
retirement systems providing defined benefits based on years of service and highest average salaries. . .
The Utah Public Employees Retirement System (the System) covers substantially all eligible employees
of the State of Utah and participating local governments. The System is a defined benefit retirement
plan designed to fund current pension costs as they accrue and to cover any past service costs over a 40-
year period.

The System has been established and is governed by the respective sections of Chapter 49 of the Utah
Code Annotated 1953 as amended. The Utah State Retirement Office Act in Chapter 49 provides for the

. administration of the Utah Retirement Systems and Plans under the direction of the Utah State
Retirement Board (Board) whose members are appointed by the Governor. The System issues a
publicly available financial report that includes financial statements and required supplementary
information. A copy of the report may be obtained by writing to the Utah Retirement Systems, 540 East
200 South, Salt Lake City, UT 84102 or by calling 1-800-365-8772.

" The District is legally obligated to contribute to the retirement systems as long as they have employees
meeting membership requirements.

The District contributed 11.09% for the period beginning January 2005 through June 2005, and 11.09% .
for the period beginning July 2005 through December 2005 of each participating employee’s salary to .
the Public Employees Retirement System. The contribution rates are actuarially deterrmned rates and' '
are approved by the Board as authorized by Chapter 49. N

The District’s contributions to the Local Government Noncontributory Retirement System for 2005,
2004, and 2003, were $50,373, $45,320, and $39,018, respectively. The contributions were equal to the
required contributions for each year.
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NOTE 7

NOTE 8

MIDVALLEY IMPROVEMENT DISTRICT
NOTES TO FINANCIAL STATEMENTS (Contlnued)

" NOTE'6 ‘R‘ETIREM.E"NT PLAN (Continued)

The District’s contributions to the 401K Plan (Contributory) for 2005, 2004, and 2003 were $26,663
$25,673, and $25,008, respectively and, the employee contributions for 2005, 2004, and 2003 were

. $14,075, $l5 000, and $12,800, respectively.

Full-time employees and part-time employees working an average of 20 hours or more each week and
who receive benefits normally provided by the District participate in the System immediately. The
District follows the rules established by the Utah State Retirement Systems for eligibility, vestmg and
benefit provisions.

FUTURE CONSTRUCTION

The District is obligated to contribute to the replacement and upgrade associated with the expansion of
the South Valley Water Reclamation Facility during the next three years (2006 through 2009).” Planned
expenditures for this purpose are projected by management at approximately $2,600,000. The District
has designated $2,600,000 of unrestricted net assets for the planned expansion.

RECLASSIFICATION

~

Certain amounts in 2004 have been reclassified to conform to the 2005 presentation..
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_Jensen & Keddington, P.C.

Certified Public Accountants

~ Jeffrey B. Jensen, CPA
REPORT ON COMPLIANCE AND ON Gary K. Keddington, CPA
INTERNAL CONTROL OVER FINANCIAL 2 & CTUSERen €A
REPORTING BASED ON AN AUDIT S
OF THE FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

Board of Trustees ,
Midvalley Improvement District
Midvale, Utah

We have audited the financial statements of Midvalley Improvement District, as of and for the year ended December
31, 2005, and have issued our report thereon dated May 24, 2006. We conducted our audits in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance :
As part of obtaining reasonable assurance about whether Midvalley Improvement District’s financial statements are

~ free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulatxons
contracts and grants, noncompliance with which could have a direct and material effect on the determination of
" financial statements amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
. instances of noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting :

. In planning and performing our audit, we considered Midvalley Improvement District’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
general purpose financial statements and not to provide assurance on the internal control over financial reporting.
However, we noted a certain matter involving the internal control over financial reporting and its operation that we
consider to be a reportable condition. Reportable conditions involve mafters coming to our attention relating to
~ significant deficiencies in the design or operation of the internal control over financial reporting that, in our
judgment, could adversely affect Midvalley Improvement District’s ability to record, process, summarize and report
financial data consistent with the assertions of management in the general purpose financial statements.

' The District has a lack of proper segregation of duties in the accounting area. This is inherent due to the size of the
. District Office. For details of this reportable condition, refer to the Schedule of Findings and Recommendations
* section of this report.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be material
in relation to the general purpose financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. Our consideration of the internal -
control over financial reporting would not necessarily disclose all matters in the internal control that might be
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we believe the reportable condition described above is not a

material weakness.

Telephone {801) 262-4554 . 5292 So. College Dr., Suite 101
Fax (801) 265-9405 19 - saltLake City, Utah 84123



This report is intended solely for the information and use of management and the Board of Trustees and is not
intended to be and should not be used by anyone other than these specified parties.

Jm#‘ke%%‘ /C

'May 24,2006
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Jensen & Keddington, P.C.

Certified Public Accountants

Jeffrey B. Jensen, .CPA

INDEPENDENT AUDITOR’S REPORT Saryk Keadington. P
ON STATE OF UTAH Jeffrey B. Hill, CPA

LEGAL COMPLIANCE

Board of Trusteés
Midvalley Improvement District
Midvale, Utah

We have audited the financial statements of Midvalley Improvement District, for the year ended December 31, 2005
and have issued our report thereon dated May 24, 2006. Our audit also included testwork on the District’s
compliance with those general compliance requirements identified in the State of Utah Legal Compliance Audit
Guide, including:

Public Debt
Cash Management
Purchasing Requirements
- Budgetary Compliance
Special District
Other General Compliance Issues
Impact Fees and Other Development Fees

The District did not receive any major or nonmajor grants during the year ended December 31, 2005.

The management of Midvalley Improvement District is responsible for the District’s compliance with all
compliance requirements identified above. Our responsibility is to express an opinion on compliance with those
requirements based on our audit. .

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether material noncompliance
with the requirements referred to above occurred. An audit includes examining, on a test basis, evidence about the
District’s compliance with those requirements. We believe that our audit provides a reasonable basis for our
opinion.

The results of our audit procedures disclosed no instances of noncompliance with the requirements referred to
above. ‘

In our opinion, Midvalley Improvement District complied, in all material respects, with the general complfance
requirements identified above for the year ended December 31, 2005. '

Sorson # KedetingZon; £C.

May 24, 2006

Telephone (801) 262-4554 ‘ 5292 So. College Dr., Suite 101
Fax {801) 265-9405 21 Salt Lake City, Utah 84123



o MIDVALLEY IMPROVEMENT DISTRICT
SCHEDULE OF FINDINGS AND RECOMMENDATIONS
For The Year Ended December 31,2005

FINANCIAL STATEMENT AUDIT FINDINGS N

1. - SEGREGATION OF DUTIES (Reportable Condition)

Finding

There is a lack of segregation of duties in the District’s accounting system. Certain individuals have access to
both physical assets and the related accounting records, reconcile accounts, prepare reports, and have access to
all phases of transactions. This finding is inherent due to the size of the District’s office staff. A similar finding

was noted in the prior year.

Recommendation ,
The District should constantly monitor and update internal controls as required. It was noted that all checks
require two signatures and that the Board of Trustees reviews expenses during their monthly meetmg We
recommend that the District continue to use the internal control policies established. ‘

STATE OF UTAH LEGAL COMPLIANCE FINDINGS

None
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Midvalley 7~
|mprovement
District

formerly known as SLC Suburban Samiary District # 2

© June 27, 2006

Jensen & Keddington
5292 South College Drive
Suite 101

Murray, UT 84123

To Whom It May Concern:

The results of your' audit procedures disclosed the following immaterial instance
of non-compliance with the Government Standards.

Finding 1

There is a lack of segregation of duties in the District’s accounting system.
Certain individuals have access to both physical assets and the related accounting
records, reconcile accounts, prepare reports and have access to all phases of
transactions. This is inherent due to the size of the District office.

Your Recommendation

We have obseryed that the District has good internal control policies in place that
minimize the segregation of duties problem. We recommend that the District
continue to use the internal control policies established.

Respons

Because of the size of the office, this finding is always shown on the Dlstrlct’
report. Internal Control Policies were studied carefully before they became
office policies and procedures. The office staff complies with the recommended

policies.
Cordially,
MIDVALLEY IMPROVEMENT DISTRICT

'74;7‘,6(7/&1 \7{,@;71,&27{;

Sondra F. Smith

'P.O. Box 145 + 160 East 7800 South » Midvale, Utah 84047 - 801-255-7321 + 801-562-2513 Fax -

23



